Micro Insurance：Case Studies from China

Internationally, insurance sold to low income groups is commonly referred to as "microinsurance;" however, in modern China, there is not yet a universally accepted authoritative definition.  I believe for insurance to be deemed microinsurance, it must meet four conditions.  First, it must service vulnerable groups, vulnerable industries and vulnerable regions.  Second, the insured amount should be small and the rate should be low.  Third, the claims process should be simple and convenient for the insured.  Fourthly, the profit level should be comparatively low or just barely achieve a balance between profit and loss.  This year alone, China's microinsurance has received strong support from government regulatory departments, leading to its rapid development and the promulgation of many interesting cases.  I have selected the following cases in order to represent various aspects of its development:
1、Shaanxi Shangluo provides insurance to migrant workers in Shaanxi Province

Shangluo is a relatively poor region in China, historically significant as the birthplace of Li Zicheng's rebellion against the Ming Dynasty.  Local insurance companies are actively exploring new ways to develop rural insurance business that fits the "Government Support, Peasant Participation, Commercial Operation" model (zhengfu zhichi, nongmin canyu, shangye unzuo).  This year, over 810,000 migrant workers purchased accident and injury insurance, paying RMB 3,535,000 in premiums.  Over 2,000 cases received reimbursements for losses, totaling RMB 2,070,000 in payments.  The average annual income for peasants in the region was only RMB 1609, and they are clearly at a disadvantage when purchasing insurance.    If trying to provide insurance to migrant workers from rural areas, one must fully consider their economic background and ability to bare the costs.  This year, local insurance companies classified demand for risk protection amongst the migrant labor community, thereafter creating insurance products that suit different risks and income levels.  Premiums varied from RMB 10 to RMB 30, and payment periods were as short as ten days and as long as one full year.  When the migrant workers return home to their villages, the insurance companies promote new products such as life insurance, health insurance and old-age insurance products, which, given rises incomes, are met with increased demand.  

2. Ziyang, Sichuan Province: Hog Insurance Activation Finance

Ziyang is a pork producing region of Sichuan province.  Since 2005, Ziyang city has provided insurance for hog producers along with preferential credit policies in order to promote the stable development of regional pork production.  In Ziyang, the local government and insurance regulatory organs are working together to set the policy direction for insurance.  To achieve this goal, each insurance policy is required to be managed using the "loan support" method, using favorable interest rates and streamlined processing method. The government and regulators are approaching these loans with a "6-sided cooperation plus insurance" development model.  The term "6-sided cooperation plus insurance" means "assurance company + fodder industry + stock yard + financial organizations + peasant associations + meat industry" with insurance company cooperation.  At present, there are already 145 villages in which the "6-sided cooperation plus insurance" model has been implemented.  Through this, 9 fodder companies, 19 stock yards, 3 meat processing companies, 85 husbandry associations, and nearly 10,000 peasants have been insured.  

Very recently, insurance as a means for promoting capital circulation has seen new developments.  For example, the PICC has developed a variety of new insurance products for securing loans as part of the recent effort to spread policy-based insurance throughout China.  These insurance policies are available for those who engage in pork breeding, forestry, and the raising of dairy cows.   In effect, these new types of insurance will increase the livestock and forestry industries' financial strength by increasing loan activity.  In addition, given the current difficulties in providing microloans to service the "three rurals," the loan security function of these insurance schemes will play a key role in solving them, ultimately, contributing to the improvement and perfection of China's rural financial system.
3、Student Loan Insurance for Rural University Students
The Chinese government has implemented national student loan policies favorable to impoverished students from rural areas, but for systematic reasons and in light of the banking industry structure, breach of contract amongst students in poverty is rather high.  The level of repayment risk is also relatively high, which has lead various banks to take student loan business less seriously.  In May of 2006, Sinosafe Insurance Company began guaranteeing student loans by providing insurance to borrowers.  
In October of 2006，Agricultural Bank of Chin’s Yunnan province branch was the first in all of China to insure loans made under the New Mechanism for National Student Loans from 2004 onward, totaling over 430,000 loans, premiums totaling RMB 191,000,000 and involving 30,400 students in poverty.  In 2007, over 30,000 students in poverty from 35 institutions of higher learning received favorable student loan insurance, thereby reaping the benefits of National Student Loan aid.  In April of 2008, Agricultural Bank of China decide to expand the scope of their student loan insurance programs beginning this fall semester. Up to the end of March 2008, Sinosafe already insures all banks in China for their National Student Loan risk, totaling RMB 2,002,000,000, insurable value estimated at RMB 2,242,000,000, thus insuring 403,986 students and producing 172,000,000 in premium earnings.
4、Peasants Demand Insurance Products as Investment Mechanism
PICC has expanded investment-model traffic accident insurance in the rural marketplace, in addition to other money management investment-model insurance products.  This takes security, investment, and appreciation and bundles these three functions into one product, which uses the insurance industry to promotes the circulation of capital, thereby improving and enriching the channels available to rural residents for money management.  In 2007, Chinalife developed a “New Simple and Easy Life Insurance” characterized by low premiums, moderate coverage, and simple and convenient processing.  This product was released in 22 rural test zones, bringing in 1,210,000,000 in premiums.  Following China’s development, peasants have seen a definite increase in prosperity and thus following demand for investment and money management tools has become increasingly stronger. 
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